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Frederick Albert Ross 


Frederick Albert Ross, a vice-president 
of the American Institute of Accountants, 
died suddenly June 30, 1926, at his residence 
in New York. Funeral services were held 
at New Canaan, Connecticut, July 2nd. 
Officers and members of the executive 
committee of the Institute were present at 
the services. 

Mr. Ross was born in Brooklyn, New 
York, July 31, 1863. After graduation 
from high school he had several years’ 
experience in accounting work with manu- 
facturing and commercial concerns. He 
entered the professional field in 1900, and 
in 1904 he became associated with Marwick, 
Mitchell & Company, now Peat, Marwick, 
Mitchell & Co. At the time of his death 
he had been a partner of the firm for more 
than twenty years. He was a certified 
public accountant of Wisconsin and Minne- 
sota and a chartered accountant of British 
Columbia. 

Mr. Ross’ membership in the American 
Institute of Accountants dated from 1916, 
when he was admitted by virtue of mem- 
bership in the American Association of 
Public Accountants, the predecessor of the 
Institute. In 1920 he was elected a mem- 
ber of the council for five years and during 
that time served for two years as a member 
of the executive committee. At the annual 
meeting of 1925 he was elected a vice- 
president. 

Mr. Ross was a member of the Oregon 
State Society of Certified Public Account- 
ants. His interests outside the profession 
were many. He was a member of the 


Metropolitan Museum of Arts and the 
Minneapolis Society of Fine Arts. 


Annual Meeting of American Institute 
of Accountants 


As announced in previous issues of the 
Bulletin, the annual meeting of the Insti- 
tute will be held at Atlantic City, New 
Jersey, September 20 to 23, 1926. The 
committee on meetings has found it neces- 
sary to change its original plans and the 
meeting will be held at the St. Charles 
hotel. 

Meetings of council will be held on the 
20th and 23rd, and the open meetings will 
take place on the 21st and 22nd. All per- 
sons interested in accountancy are invited 
to attend the open meetings. On Septem- 
ber 21st the usual meeting of the board of 
examiners of the Institute and members of 
state boards of accountancy will be held. 
Several papers on technical subjects will be 
presented by able speakers at the open 
meetings. 

Many entertainment features will be 
provided by the committee on meetings. 
The annual golf tournament will be played 
at country clubs near Atlantic City. Sec- 
tional teams will compete for the Missouri 
golf trophy and the usual individual 
matches will take place. The banquet will 
be served at the St. Charles hotel, Wednes- 
day evening, September 22nd. Special 
entertainment will be provided for ladies 
who attend the meeting. The members of 
the New Jersey Society of Certified Public 
Accountants will act as hosts to the mem- 
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bers of the Institute at a luncheon to be 
held Tuesday, September 21st. 

All reservations and requests for infor- 
mation regarding rates, etc. should be ad- 
dressed direct to the St. Charles hotel. The 
chairman of the committee on meetings is 
Will A. Clader. All communications in- 
tended for the committee on meetings 
should be addressed to Mr. Clader at the 
offices of the Institute. Further informa- 
tion will be published in the Bulletin for 
August. Notices of the meeting will be 
mailed to all members and associates of the 
Institute. 


Institute Member Attends League 
Conference 


George O. May attended the conference 
called by the League of Nations at Geneva 
to consider double taxation and _ fiscal 
evasion as one of the two experts whom the 
International Chamber of Commerce was 
invited to nominate to act in a consulting 
capacity. 


International Accountants’ Congress 


The International Accountants’ Congress 
was held at Amsterdam, Holland, July 5, 
6,7, 8 and 9, 1926. The representatives of 
the American Institute of Accountants at 
this meeting were: A. S. Fedde, J. M. Gil- 
christ, C. E. Mather, W. Ernest Seatree and 
J. E. Sterrett. John T. Madden and R. H. 
Montgomery, also members of the Institute, 
attended the congress as representatives of 
New York University and Columbia Uni- 
versity, respectively. 

John T. Madden delivered an address at 
the meeting on education for the profession 
and Robert H. Montgomery spoke on legis- 
lation for the profession. 

Among other addresses which were given 
at the meeting were the following: 

‘‘Accounting machines, appliances and 
methods,” by W. Desborough, London; 

“Legislation for the profession,’ by 
I. Goudeket, Amsterdam; 

“Standard costs as a basis of manage- 
ment and industrial control,” by C. 
Hewetson Nelson, Liverpool ; 

‘‘The accountant’s certificate in connec- 
tion with the accountant’s responsi- 
bility,”” by Sir William Plender, Lon- 
don; 


“The organization of large accountants’ 
offices in connection with the account- 
ant’s responsibility,’’ by H. R. Reder, 
Amsterdam; 

“Education for the profession,”’ by E. E. 
Spicer, London; 

“The accounts of local authorities,” by 
H. A. Verhey, Amsterdam; 

accounts of local authorities,’’ by 
F. Ogden Whiteley, Bradford. 


Accountants’ Arbitration Committee 
Reports 


The accountants’ committee of the 
American Arbitration Association on June 
10th presented through its chairman, J. 
Pryse Goodwin, a report of its activities 
from the date of its appointment, October 
30, 1924, and asked for its discharge. The 
committee had two predecessors, the first 
having as its chairman the late Edward L. 
Suffern and the second being directed by 
Harold Dudley Greeley. 

The report presented by Mr. Goodwin 
said that as a result of the activities of the 
three committees of accountants, 182 ac- 
countants and accounting firms were en- 
listed as members of the American Arbi- 
tration Association and of its predecessor 
organization, the Arbitration Society of 
America, up to May 31, 1926. The annual 
dues paid by the accountant members of the 
association aggregated more than $3,000. 
On May 31, 1926, there were 103 account- 
ants and accounting firms members in good 
standing of the arbitration association. 


Institute Members in Spokane 
Entertain Bankers 


On June 18th the members of the Ameri- 
can Institute of Accountants residing in and 
about Spokane, Washington, gave a banquet 
to the officers of the local banks. Ellis 
LeMaster presided. The purpose of the 
meeting was to continue the relationship of 
accountants with bankers initiated in May, 
1925, when a similar meeting was held by 
the Spokane Society of Public Accountants. 
The meeting was informal and was held for 
the purpose of exchanging comments on 
problems of mutual interest to accountants 
and bankers. The guests expressed their 


appreciation of the opportunity to partici- 
pate in such a meeting. 
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E. M. Meyer spoke on the American 
Institute of Accountants, its organization, 
membership and functions. He briefly 
sketched the history of the American 
Association of Public Accountants, and 
described its reorganization as the Ameri- 
can Institute of Accountants. He stressed 
the high standards of professional practice 
which the Institute has established. 

The principal topic was the question of 
accountants’ certificates. Several of the 
bankers had brought copies of certificates to 
the meeting and many types of certificates 
were discussed. Plans were made to hold a 
similar meeting in the fall. The possibility 
of a joint meeting of accountants and 
members of the Spokane Bar Association is 
under consideration. 


Board of Examiners 


The next examinations of the American 
Institute of Accountants will be held No- 
vember 18 and 19, 1926. Applications 
should be submitted at least 60 days before 
the date of examinations. 

Of the candidates who took the May 
examinations of the Institute for certified 
public accountant certificates in codperat- 
ing states, approximately 19 per cent. 
passed, 22 per cent. were conditioned and 
59 per cent. failed. 


REGIONAL 


Boston 


The eighth meeting of the New England 
regional district of the American Institute 
of Accountants was held Monday, June 21st, 
at the chamber of commerce building, 
Boston. 

The business meeting took place in the 
morning. Harold Dudley Greeley de- 
livered an address entitled ‘‘A graphic out- 
line of the law of evidence,’’ which was a 
non-technical explanation of the practical 
application of the rules of evidence. The 
remarks were illustrated by a specially 
prepared chart. The speaker described 
procedure in litigation and referred to 
actual cases. Mr. Greeley explained why 
rules of evidence are necessary, and partic- 
ularly stressed the introduction of books of 
account into evidence. 


Management Week Plans Developing 


Excellent progress is reported by the 
national committee in charge of arrange- 
ments for management week, especially in 
the development of plans for local meetings 
in various centers. 

Members and associates of the Institute 
will have a part in a number of the meetings 
which will be held the last week in October. 
The national committee reports that ac- 
countants in a number of cities already 
have signified their willingness to assist in 
arranging programmes. 

Members and associates of the Institute 
who are willing to aid this work may obtain 
details as to the most effective way in which 
they can help by addressing the Institute. 

At the last meeting of the management 
week national committee, reports were 
made to the effect that many local organiza- 
tions and institutions of learning are giving 
their support to the movement, and that a 
more widespread interest in the undertaking 
is manifest than in any previous year. 

Plans are being made to collect all papers 
prepared and presented during management 
week, in the hope that they may be pub- 
lished as annals. An attempt may be 
made to give special recognition to the 
author of the paper deemed to be the most 
constructive of those presented. 


MEETING 


J. Hugh Jackson spoke on bankers’ views 
of certified statements. He discussed the 
extent to which certified statements are 
used by bankers in making loans, and to 
what extent the name of the certifying firm 
affects the bank’s decision. He also men- 
tioned the question of the auditor’s obliga- 
tion to qualify his certificate. 

In the afternoon, accountants attending 
the meeting proceeded by boat to Pemberton, 
where they were received as guests by the 
Massachusetts Society of Certified Public 
Accountants, which was holding its annual 
outing. The afternoon was devoted to 
baseball, tennis, water sports, and track 
events. A dinner was served at 6:30 P. M. 


and was followed by dancing and special 
entertainment. 
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COMMITTEE ACTIVITIES 


Special Committee on Codperation 
with Bankers 


At a regional meeting of the American 
Institute of Accountants held at Cleveland, 
Ohio, May 22nd, Frederick H. Hurdman, a 
member of the Institute’s special committee 
on codperation with bankers, presented a 
paper outlining the activities of the com- 
mittee in the past and its plans for the future. 
Mr. Hurdman’s address, in part, is as fol- 
lows: 

The special committee on co6peration 
with bankers was appointed in May, 1922, 
as a result of a request by the chairman of 
the committee on coéperation with public 
accountants of the Robert Morris Asso- 
ciates that the Institute create a committee 
to which that organization could refer 
matters of mutual interest as they arose. 
While this committee does not consider that 
its relations are necessarily confined to the 
Robert Morris Associates, nevertheless it 
feels that close contact with that body, 
membership in which is made up of officers 
in the principal banks of the country who 
have to do with credits, probably gives it a 
more direct approach to the banks than 
could be obtained through any other 
channel. 

As a result of many meetings of these 
two committees and informal conferences 
between the chairmen, a fine spirit of 
coéperation and sympathetic feeling for 
each other’s shortcomings have been de- 
veloped. It is believed that the work of 
these two committees has done more to 
create a better understanding between 
bankers and accountants than any other 
agency. 

The Robert Morris committee had for 
some time been collecting evidence in the 
form of glaring examples of alleged faulty 
work on the part of accountants, de- 
veloped through the investigations by the 
bankers of statements submitted to them 
by their borrowers. These cases involved 
such questions as contingent liabilities, 
faulty certificates, statements giving effect 
to financing, and many other matters con- 
cerning which the banker was troubled. 

While the Institute committee believed 
that a large number of the accountants 


whose work was being criticized were not 
members of the Institute (no names were 
submitted), nevertheless they resolved to 
deal with the matter on broad lines regard- 
less of the affiliations of the accountants, 
and after careful consideration. of these 
examples the committee came to the con- 
clusion that, if the accountants whose work 
had been criticized had followed the provi- 
sions laid down in the memorandum on bal- 
ance-sheet audits, circulated by the feder- 
al reserve board in 1917, many of the points 
of criticism by the bankers would not have 
arisen. Accordingly, the Institutecommittee 
caused to be mailed to all members of the 
Institute an additional copy of this memo- 
randum with a letter urging that it be fol- 
lowed as a standard of the minimum re- 
quirements for a balance-sheet audit. 

The Institute committee pointed out to 
the bankers that technically the statements 
submitted are the statements of the client, 
and while the accountant must strongly en- 
deavor to induce his clients to prepare a 
statement which is in the best form and 
clearly presents the financial position of the 
client, still the client may, in spite of the 
accountant’s endeavors, refuse to adopt 
such a form of statement. In such a case, 
the client may insist upon having his state- 
ment stand, but the accountant has the 
right and privilege to include in his certif- 
icate any qualification which, in his judg- 
ment is necessary, and in an extreme case 
where a misleading statement is presented, 
he will refuse to give any certificate. 

At a joint conference of the two com- 
mittees, which was held in the beginning of 
1923, the chief points of criticism by the 
bankers had to do with the certificates 
which the accountants append to the finan- 
cial statements of their clients and also to 
the practice of certifying statements ‘‘giv- 
ing effect to the sale of securities.’’ With 
respect to the first criticism the bankers 
stated that in a large number of instances 
the accountants’ certificates which they 
received were not clear and in many cases, 
there appeared to be an endeavor to avoid 
responsibility. On this point the Institute 
committee could not very well disagree as 
in the majority of cases the certificates did 
appear to be ambiguous. 


‘ 
( 
( 
i 


Nn 
v 
a 
Cc 


Bulletin of American Institute of Accountants 


With regard to the other matter, the 
Institute committee pointed out to the 
bankers that as credit men they should be 
entitled to the statements of their customers 
before giving effect to proposed financing 
and that the statement after giving effect to 
the sale of securities as at a date subsequent 
to the balance-sheet is prepared for an en- 
tirely different purpose, since what the 
prospective investors are interested in is not 
the financial position at a past date, which 
has been materially changed by new 
financing, but the position after the new 
financing. 

As a result of the criticisms of the bankers 
and the discussions which followed, the 
Institute committee made the following 
recommendations to the council at its 
meeting in April, 1923: 


1. That all balance-sheet audits should be made in 
conformity with the requirements of the federal 
reserve bulletin of April, 1917; that is to say, the 
requirements of this document should be adopted as 
the minimum requirements for a balance-sheet audit. 

2. That the accountant’s certificate to a balance- 
sheet should be clear and concise. The committee 
feels that the council of the Institute should con- 
sider formulating one or two model certificates which 
should be adopted by the Institute and circulated 
among the members for their guidance, 

3. While it is difficult, and perhaps undesirable, to 
formulate absolute rules for the preparation of state- 
ments after giving effect to financing consummated 
at a date subsequent to the date of the balance- 
sheet, your committee feels that in this case also the 
council of the Institute should consider formulating 
certain broad rules for the guidance of the members 
in preparing statements of this character, 

4. In view of the increasing importance which 
bankers are attaching to audited statements and a 
feeling on the part of the bankers, as expressed by 
the Robert Morris Associates, that they should 
keep in closer touch with the accountants, your 
committee feels that a permanent committee of the 
Institute should be appointed to coéperate with the 
bankers, to which the bankers could refer for con- 
sideration various questions as they arise from time 
to time, or to which they could make complaints. 
Alternatively, the functions of one of the existing 
committees might be extended to cover this specific 
work, and the associations of bankers should be 
advised of the existence of such a committee. 


In September of that same year the com- 
mittee made a report to the council dealing 
with the matter of the certification of bal- 
ance-sheets giving effect to transactions 
consummated at a date later than the date 
of the balance-sheet and attempted, in that 
report, to suggest certain rules for the 
guidance of members of the profession for 


insuring as far as possible sound standards 
and uniformity of practice with relation to 
the issuance of such statements. The sug- 
gested rules embodied in that report are as 
follows: 


1. The accountant may certify a statement of a 
company giving effect as at the date thereof to 
transactions entered into subsequently only under 
the following conditions, viz: 


(a) If the subsequent transactions are the subject 
of a definite (preferably written) contract 
or agreement between the company and 
bankers (or parties) who the accountant is 
satisfied are responsible and able to carry 
out their engagement, 


(b) If the interval between the date of the state- 
ment and the date of the subsequent trans- 
actions is reasonably short—not to exceed, 
say, four months, 


(c) If the accountant, after due inquiry, or pref- 
erably after actual investigation, has no 
reason to suppose that other transactions or 
developments have in the interval materi- 
ally affected adversely the position of the 
company; and 


(d) If the character of the transaction to which 
effect is given is clearly disclosed, i.e., either 
at the heading of the statement or some- 
where in the statement there shall be stated 
clearly the purpose for which the statement 
is issued, 


2. The accountant should not certify a statement 
giving effect to transactions contemplated but not 
actually entered into at the date of the certificate, 
with the sole exception that he may give effect to 
the proposed application of the proceeds of new 
financing where the application is clearly disclosed 
on the face of the statement or in the certificate and 
the accountant is satisfied that the funds can and 
will be applied in the manner indicated. It is not 
necessary that the precise liability shown in the 
balance-sheet before adjustment should actually be 
paid out of the new money. It is sufficient, for 
instance, where the balance-sheet before the financing 
shows bank loans, if the proceeds are to be applied to 
bank loans which are either identical with or have 
replaced the bank loans actually outstanding at the 
date of the balance-sheet. Ordinarily, however, the 
accountant should not apply the proceeds of financ- 
ing to the payment of current trade accounts pay- 
able, at least not against a normal volume of such 
current accounts payable, because there must always 
be such accounts outstanding and the application of 
new moneys against the outstandings at the date of 
the balance-sheet results in showing a position which 
in fact could never be attained. The accountant 
may usually best satisfy himself that the funds will 
be applied as indicated by getting an assurance from 
the issuing house on the point. 

3. In any description of a statement or in any 
certificate relating thereto it is desirable that the 
past tense should be used. It should also be made 


clear that the transactions embodied have been 
definitely covered by contracts. 

4. When the accountant feels that he cannot 
certify to such a hypothetical statement, probably 
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because of the length of the period which has elapsed 
since the accounts have been audited, he may be 
prepared to write a letter, not in certificate form, 
stating that at the request of the addressee a state- 
ment has been examined or prepared in which effect 
is given, in his opinion correctly, to proposed trans- 
actions (which must be clearly specified). Such 
letters should be given only in very special cases and 
with the greatest care. 


During the latter part of 1924 the chair- 
man of the Institute committee and the 
chairman of the bankers’ committee had 
some correspondence relative to the certifi- 
cation of statements giving effect to financ- 
ing. The following excerpt from the report 
of the bankers’ committee to the members 
of the Robert Morris Associates may be of 
interest: 


“The general, and what we consider fair, attitude 
of the accountants toward this subject in its entirety 
is well summed up in the concluding paragraph of 
the letter from the chairman of the accountants’ 
committee, reading as follows: 

““*The whole question is a very difficult one and 
has grown out of the very natural wish of the 
issuing houses to show to the prospective investor 
the position of the company after the new financ- 
ing shall have been consummated. This, of 
course, is the situation in which the investor him- 
self is particularly interested; he is not primarily 
concerned in the position of the corporation before 
the financing but in the position after giving effect 
to the new financing. 

““*The whole practice is also predicated upon the 
assumption that between the date of the balance- 
sheet which is furnished to the accountant and the 
date of his certificate there shall not have occurred 
anything which has affected adversely the position 
of the corporation. The issuing houses require 
the corporation or its representatives to represent 
to them that the position of the company at the 
date the refinancing actually takes place is at least 
as good as the position disclosed by the balance- 
sheet which the accountant certifies and the more 
careful accountants and issuing houses themselves 
inquire into the intervening transactions to obtain 
the necessary confirmation. 

“‘*The statements we are discussing should not be 
confused with statements for credit purposes; the 
credit man is interested in them only incidentally, 
and while they may be extremely useful to the 
credit man he should always bear in mind the 
purpose for which they have been prepared, 
namely, to show to the investing public what the 
position of a corporation will be after certain new 
financing shall have been consummated. The 
credit man should ask for the statements both 
before and after giving effect to the financing.’”’ 


Early in 1924 the bankers’ committee 
submitted a list of questions having to do 
principally with terminology and asked the 
Institute committee to define these points 
for their guidance. A few of these questions 
may be briefly summarized as follows: 


1. Q. What distinction, if any, exists between 
current assets, quick assets, working assets and 
liquid assets. 

A. The terms “current assets,” ‘‘ quick assets”’ 
and “liquid assets’’ are generally used as almost 
interchangeable terms, although strictly they do 
not have exactly the same meaning. Current 
assets have been defined as cash, receivables from 
outsiders, and inventories of stock in trade, which 
in the regular course of business will be readily and 
quickly realized, together with such additional 
assets as may readily be converted into cash with- 
out impairing a business or enterprise (e.g., mar- 
ketable securities other than those held for pur- 
poses of control, notes or accounts receivable from 
officers, stockholders or employees). ‘Quick 
assets’’ is most commonly used in banking circles 
and includes those current assets which consist of 
cash or which can and will be quickly converted 
into cash, e.g., inventories and accounts and notes 
receivable. The balance-sheet included in the 
federal reserve bulletin makes just this distinction 
between current and quick assets. A sub-total 
of quick assets is made including inventories, 
accounts and notes receivable, and cash, and to 
this sub-total are then added marketable securities 
which can be sold without impairing the business, 
and notes and accounts due from officers, stock- 
holders and employees, the resulting total being 
described as “‘total current assets.” 

The meaning of “liquid” assets in practice is 
the same as “quick” assets. Regardless of the 
foregoing distinction, the terms ‘‘quick” and 
“‘liquid’’ assets are often somewhat loosely applied 
to the total of the assets described above as current 
assets. 

“Working assets’’ is a term adopted as descrip- 
tive of assets intermediate in character between 
capital and current assets; specifically, assets 
which are consumed by an enterprise in the 
activities carried on without themselves forming 
an integral part of the product, e.g., supplies used 
in operations. In practice it is usual in the case 
of a manufacturing concern to include the working 
assets, such as supplies, under the general caption 
of ‘‘current assets.” 

In trust deeds and certificates of incorporation, 
“current assets’’ and ‘‘quick assets” are used as 
alternative terms, and such items as supplies, and 
also prepaid insurance, etc., are usually specifically 
included in the general definition of ‘‘current 
assets’’ or “quick assets.”’ In trust deeds the 
term “liquid assets’’ is used much less frequently 
than the other two terms, 


2. Q. Is it an acceptable accounting practice to 
certify to a financial statement without having 
verified with the banks cash balances and obligations 
outstanding and is it sufficient to verify only with 
the banks that according to the records hold obliga- 
tions at the date of the statement or should verifica- 
tion be made with all banks (and commercial-paper 
brokers as well, if their services have been availed 
of) where obligations may have been held at any 
time, say during the previous twelve months or such 
other time limit as you may set? 

A. It is not good accounting practice to certify 
to a financial statement without having verified 
with the banks the cash balances and obligations 
outstanding. 
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The federal reserve bulletin states that “‘certifi- 
cates must be obtained, as of the evening of the 
closing date, from the banks in which cash is 
deposited, by or mailed directly to, the auditor 
himself. . . . Statements must be obtained from 
all banks and brokers with whom the concern 
does business, showing all notes and drafts dis- 
counted or sold by them for the benefit of the 
concern,”’ 


3. Q. Is an accountant obligated to mention any 
unpaid accumulated dividends? 

A. In the accounts of a company where there 
are unpaid cumulative dividends, this fact should 
be noted on the balance-sheet prepared for the 
information of stockholders. As a general rule, 
the only interested parties are the holders of the 
stock in respect of which the dividends are in 
arrears and the holders of securities junior to that 
issue. In the case of a balance-sheet which is 
issued only for the specific purpose of obtaining 
credit, the omission of the reference to arrears of 
dividends may be permissible, but in the annual 
report of a company such arrears should be noted 
on the face of the balance-sheet. 


4. Q. May it be taken for granted in accepting a 
certified statement that the accountant has inquired 
as to the examination of the books by the internal- 
revenue department and has ascertained that there 
is no apparent liability for back taxes, or otherwise 
that such liability would be commented upon? 


A. The last question should be answered in the 
affirmative, that is, where an accountant has 
certified a statement it can be taken for granted 
that he has made full inquiry into the tax situation 
of his client, and if there is any liability for back 
taxes or a probability, in the accountant’s opinion, 
of additional taxes as a result of an examination 
by the internal-revenue department, a provision 
should either be taken up in the accounts or the 
omission should be noted in the accountant’s 
certificate. 

Even in cases where no examination has been 
made by the internal-revenue depart ment and the 
accountant is of the opinion that a liability exists 
for additional federal taxes, which liability is not 
provided for in the accounts, his certificate should 
contain a qualifying clause. On the other hand 
it is quite possible that the government might 
have claimed a liability for additional taxes which 
the accountant might know to be erroneous, in 
which case he would be justified in assuming the 
responsibility for omitting any reference to the 
government’s position. 


In submitting what the committeedeemed 
to be the proper answers to these and other 
questions, it was felt that a valuable piece 
of work was done in clearing up doubts 
which existed in the minds of the bankers. 

Believing that the work of these two 
committees should not be altogether one- 
sided, the Institute committee has felt, as 
matters arose, that where it appeared that 
the bankers were at fault the accountants’ 
committee should bring these matters to the 
attention of the bankers’ committee. Ac- 


cordingly, in June, 1924, that committee 
was supplied with a list of cases where 
bankers had issued careless certificates with 
relation to the verification of bank loans 
and bank balances. Several of these in- 
stances were brought to the attention of the 
bankers. 

The bankers’ committee has expressed 
itself as glad to get from the accountants’ 
committee any cases of this kind where ap- 
parently the bankers themselves have been 
at fault, and it is believed that the commit- 
tee of the Robert Morris Associates has been 
very fair in presenting these matters to the 
members of its own organization. The good 
feeling and spirit of co6peration which exists 
between the two committees is evidenced by 
the following resolution which the Robert 
Morris Associates passed at their meeting in 
St. Louis in 1924: 


“Robert Morris Associates, in regular meeting 
assembled, send greetings and good wishes to the 
American Institute of Accountants and record their 
sincere appreciation of the cordial, wholehearted 
coéperation of that organization in our joint effort 
to improve the relations between accountants and 
bankers. . . . It is the earnest desire of this organ- 
ization that we may continue to work together for 
the good of our respective fields of endeavor.” 


In the majority of cases submitted by the 
bankers to the Institute committee the name 
of the accountant has been omitted, but in 
cases where a complaint has been made and 
the name of the accountant furnished, the 
committee has forwarded the complaint to 
the member of the Institute whose work has 
been criticized with a request that he fur- 
nish it with the facts, and in such cases it 
has forwarded his reply to the chairman of 
the bankers’ committee. Generally it has 
not been necessary for the Institute com- 
mittee to do more than furnish the reply of 
the member, that reply showing on its face 
a sufficient explanation for the issuance of 
the statement in a form which provoked 
criticism by the bankers. 

In the report which the bankers’ commit- 
tee made to its members in October, 1925, 
several instances of what they termed 
faulty certificates were cited. One or two 
citations from this report may be of interest. 
The chairman of the bankers’ committee 
wrote to a firm of accountants inquiring as 
to the significance of a certificate such as, 
‘We hereby certify that the above balance- 
sheet is in accordance with the books and 
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after closing on . . . ’’, and asked whether 
or not the bankers would be justified in 
assuming that the firm was certifying to the 
accuracy of the statement, believing that 
otherwise the firm of accountants would not 
lend its name to the statement. The 
reply received from the accounting firm was 
as follows: 


“You are perfectly correct in taking it for granted 
that I would not lend my name to a statement even 
in this way, unless I were willing to have the banks 
believe that I considered the statement a true show- 
ing—yet I merely certified to the fact that the bal- 
ance-sheet was in accordance with the books of each 
of the corporations in question, after closing, on 
certain specific dates. 

“The truth of the matter is that in each of these 
cases no check audit was made, but merely an ana- 
lytical examination of the books before and after 
closing, for the purpose of preparing and filing the 
corporation returns, or for the purpose of preparing 
brief condensed financial statements, and on these 
statements, the phrase in question was used by me 
for the purpose of calling attention to the true condi- 
tion, and without any intention on my part of either 
deliberately or unwittingly misleading.” 


As a further illustration in this same re- 
port as indicating that all accountants do 
not agree to the necessity of mentioning 
contingent liabilities, a case involving the 
rediscount of several hundred thousand 
dollars of customers’ paper came to the 
attention of the chairman of the bankers’ 
committee who wrote the accountant and 
received the following reply: 


“Tama member of the American Society of Certi- 
fied Public Accountants and was also a member of 
the former American Association of Public Account- 
ants and at various times in partnership with past 
presidents of the latter, so that I may claim to know 
something of the code of ethics obtaining in the pro- 
fession. From an experience of some forty years in 
the profession, both in England and America, I 
have never known it to be obligatory to refer to any 
contingent debt, either in the balance-sheet or cer- 
tificate thereto—unless in the opinion of the auditor 
the facts would not permit of a full certification. 

“‘An auditor has a duty to his client as well as to the 

ublic and I am sure that duty would be ill per- 
ormed in many cases if all the possible reservations 
were made. I need scarcely say that I am anxious 
to advance the interests of my profession in any way 
practicable, but as you may well realize, there are 
many guaranties given in these days the liability 
on which is negligible.” 


In November of last year a joint meeting 
was held with members of the bankers’ 
committee, members of the committee on 
coéperation with bankers of the New York 
State Society and members of the Institute 
committee, when several matters of interest 
to accountants and bankers were discussed. 
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The principal topic considered was that 
bearing on the scope of the audit as evi- 
denced by the certificate of the accountant, 
the query in the mind of the banker being 
how far can he accept the statement which 
the accountant makes in certifying to the 
statement of his customer. The Institute 
committee volunteered to attempt to define 
the various classes of audits which an ac- 
countant makes from time to time and to 
devise one or two forms of certificates which 
might become standard in the majority of 
cases. It was believed that many account- 
ants had developed the use of a stereotyped 
form of certificate which to them appeared 
satisfactory but which upon analysis could 
be shown to be ambiguous. The Institute 
committee is at work on this difficult subject 
at the present time and hopes to have a 
report for submission at the annual meeting 
in September. 

Early this year the bankers’ committee 
submitted a case in which the statement cer- 
tified to by the accountants was dated 
November 29th, whereas previous state- 
ments had been issued as of December 31st. 
Shortly after the issuance of the November 
29th statement this company got into 
trouble and an investigation developed the 
fact that in December the company had 
contracted for merchandise under letters of 
credit amounting to nearly five times its 
net worth. The reply of the Institute com- 
mittee to that communication from the 
bankers may be quoted as typical of the 
way in which these cases are handled. 


‘Replying to your letter of January 13th, it seems 
to me that if the accountant knew of the condition 
referred to, he showed a lack of mofal courage (to 
say the least of it) in agreeing to make his audit and 
sign his statement as of November 29th. While he 
might not be legally liable for any loss which the 
banks might sustain, he is certainly under such 
circumstances open to censure. 

“On the other hand, it seems to me that whenever 
a bank receives a statement at some unusual date, 
when they have been accustomed to receiving state- 
ments at the end of a regular fiscal period, the bank 
should immediately inquire into the reason for the 
change. It is not unknown for accountants to be 
asked to make statements at unusual dates for the 
purpose of concealing some such unusual condition 
as that mentioned in your letter, but they almost 
invariably refuse to lend themselves to the prepara- 
tion of a statement which, while correct in itself, 
would deceive anyone reading the statement.”’ 


In February of this year the committee 
was asked as to whether or not it was good 
accounting practice for an accountant 
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merely to sign a statement without any 
accompanying certificate, and the reply of 
the chairman was to the effect that he 
would not regard the mere signing of the 
name of an accountant to a balance-sheet as 
an unqualified certificate, pointing out that 
a particular accountant might so regard it 
at the time he signs his name, but as, if and 
when the occasion arose he would be in a 
position to say that his signature meant 
anything he might then wish it to have 
meant. Either a lengthy report stating 
exactly what he has done to verify a partic- 
ular statement or, alternatively, a short 
certificate which has a conventional mean- 
ing, is much to be preferred to the very 
unusual practice of the mere signing of the 
accountant’s name without any explanation 
whatever. 

A further illustration of some of the mat- 
ters which are referred to the Institute 
committee, is a recent inquiry as to what 
was the distinction to be drawn between 
the words ‘‘audited” and ‘‘examined” 
where a certificate is an unqualified one. 
The reply was to the effect that the word 
“audited”’ as applied to financial statements 
covering a period of time, meant that the 
auditor had verified all the transactions 
appearing in the accounts with supporting 
vouchers and inasmuch as it was mani- 
festly impossible for an auditor to vouch all 
the transactions in the accounts of a large 
enterprise many accountants have, therefore, 
leaned to the use of the word ‘‘examined”’ 
rather than ‘“‘audited”’ since the word 
“‘examined’’ implies that the transactions 
represented in the accounts had been verified 
by tests rather than by complete check of all 
vouchers and other supporting data. 

It may be of interest to know that the 
bankers’ committee has placed the members 
of the Institute committee as well as the 
members of the New York State Society 
committee on the mailing list to receive 
copies of its monthly bulletins and that 
the members of the bankers’ committee are 
receiving copies of the Institute Bulletin. 


Special Committee for Placements 


The special committee directing the 
operations of the bureau for placements is 
much encouraged by the results obtained 
thus far and is hopeful that it may develop 


into one of the most useful functions of the 
Institute. The bureau was organized to 
provide a practical means of bringing suit- 
able college graduates in touch with mem- 
bers of the Institute who desire such men for 
permanent positions as junior assistants. 

Applications for positions have been filed 
by 241 graduates of 62 colleges. Of these, 
93 were rejected by the committee on the 
basis of their application alone as not being 
suitable candidates for the positions offered. 
The others were interviewed by members of 
the Institute residing in or near the cities 
where the young men were attending school 
and a few applicants were rejected by the 
committee as a result of the reports on the 
interviews. The others are now in com- 
munication with members who have asked 
for men and some have already been 
placed in positions. 

Requests for 72 men have been received 
from 28 firms who are members of the 
Institute throughout the country. Many 
of the requests were for one man only but 
other firms requested more. The largest 
request was for twelve men. 

Applications are still being filed by young 
men and by firms. The committee hopes 
that all members who wish to assist in this 
experiment and who have not already filed 
an application will agree to take at least one 
man in the near future. It is probable that 
the committee will obtain a considerable 
number of applications between the present 
time and the end of the year from men who 
desired to take a vacation after graduation 
and from men who have accepted temporary 
positions for the summer months. 

The members of the special committee for 
placements and the officers of the Institute 
have given considerable time and energy to 
this work. They have learned much that 
should result in more efficient results in 
another year. If they have the full co- 
operation of the members of the Institute, 
they believe that in a few years many of the 
most capable men graduated from our col- 
leges and universities will be seeking posi- 
tions as junior assistants with public ac- 
countants. Many of these men will choose 


public accounting as their life work at the 
end of their training period. Others will 
find their training in accountants’ offices of 
inestimable value in reaching executive 
positions with large business enterprises. 
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Special Committee on Public Affairs 


Circulation of letter-bulletin 6, on bank- 
ruptcy problems, has begun. Copies are 
being sent to members and associates of the 
Institute, together with blanks on which to 
request additional supplies. This commit- 
tee believes that because of the great public 
interest in the changes in the bankruptcy 
law that are to become effective August 27th 
there will be a strong demand for copies of 
the letter-bulletin on the part of business 
men, bankers, attorneys, credit men and 
government officers. Members and asso- 
ciates are asked to make their requisitions 
early, and to begin the distribution of the 
letter-bulletin promptly. A limited edition 
of 35,000 copies has been printed. 

In each city and business center there are 
well defined fields to be taken into consid- 
eration by members in planning distribu- 
tion. The chamber of commerce should be 
consulted about the advisability of making 
a limited number of copies available to its 
members; trade associations and credit 
men’s organizations should be supplied with 
copies; bankers may wish to circulate copies 
among their clients; and individual business 
men and attorneys should be interested in 
having the information as to the changes 
made in the law and what it is hoped the 
changes will accomplish in the way of 
additional safeguards for creditors in bank- 
ruptcy cases. 

Fifty copies of the letter-bulletin will be 
sent without cost to any member or asso- 
ciate. For copies in excess of 50, a charge of 
3 cents apiece will be made. Requisitions 
will be filled in the order of their receipt, 
shipments being made as rapidly as the 
mailing department’s facilities permit. 


Interesting developments have marked 
the past month in the field of commercial 
arbitration. A bill containing the compre- 
hensive modern provisions which make ar- 
bitration laws workable and practicable has 
been introduced in the Louisiana legislature 
with the coéperation of members and asso- 
ciates of the Institute in that state. R.C. 
Lloyd of New Orleans, working in con- 
junction with the association of commerce 
of that city, gave valuable aid in drafting 
the measure that was introduced and also 
took part in the preliminary work of ac- 
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quainting the business public with the need 
of enacting a new arbitration law. The 
measure is pending before the legislature. 

With forty or more legislatures scheduled 
to convene next December and January, 
extensive plans are being made for the in- 
troduction of commercial arbitration meas- 
ures in many states. In many instances 
accountants in those states who are mem- 
bers and associates of the Institute are 
aiding in the preliminary work of laying the 
facts relative to commercial arbitration be- 
fore the business public and legislators and 
of drafting modern comprehensive measures 
under which it will be possible to make full 
use of the federal arbitration law which be- 
came effective January 1, 1926. The 
bureau of public affairs is codperating 
closely with the American Arbitration Asso- 
ciation in its work and invites inquiries from 
accountants in states on whose legislative 
books there are still to be written arbitration 
measures containing the provisions which 
experience has shown are needed to make 
commercial arbitration fully effective. 

The Los Angeles chamber of commerce is 
preparing an amendment to the arbitration 
laws of California in conformity with the 
arbitration laws of New York, New Jersey, 
Oregon and Massachusetts and with the 
federal arbitration act. An article on the 
settlement of disputes by arbitration writ- 
ten by the chairman of the Los Angeles 
chamber’s committee on laws and arbitra- 
tion was published in Southern California 
Business for June. Members and asso- 
ciates of the Institute in California have in- 
dicated their willingness to assist the 
chambers of commerce and other business 
interests in that state in bringing about the 
enactment of amendments to the arbitration 
law of California. 

The Accountant, published in London, in 
its May 15th issue printed an informative 
article relative to the status of commercial 
arbitration in Great Britain which gave 
interesting facts as to the relation of the 
public accountant to commercial arbitra- 
tion. In a brief introduction the editor 
says: 

‘*There is happily a distinctly increasing tendency 
to resort to arbitration as an alternative to litigation 
in commercial disputes, and the selection of a pro- 
fessional accountant as arbitrator is no uncommon 
thing. It is, therefore, highly desirable that 


accountants should be familiar with the procedure, 
which is described in the following paper.” 
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The article, by M. E. Akswith, says in its 
introduction: 


“In these days the practice of an accountant 
covers a much wider area than it did fifty years ago. 
Commercial machinery and economic conditions 
have become much more complex as time has ad- 
vanced, and with this development the professional 
accountant has become an indispensable link in the 
chain. 

“The duty of arbitrator, however, is not exactly 
new to the accountant, but the appointment of 
accountant-arbitrators has become more prevalent 
with the increase of trade disputes and other 
difficulties. 

“The accountancy student probably comes into 
contact with the mere law and theory of arbitration 
long before he can obtain any practical experience of 


the subject, and so perhaps a paper upon this subject 
should deal with the law as it stands before going on 
to discuss the practice.” 


The article then reviews the provisions of 
the British arbitration act of 1889. 


Public-service report blanks received 
during June indicated a continued interest 
in this work. Forty-three report blanks 
were received showing a total of 115 public 
service activities including 68 speeches made, 
25 articles and books written and published 
and 22 public services performed in an indi- 
vidual capacity and for various organiza- 
tions. 


NEWS OF LOCAL SOCIETIES 


Delaware Society of Certified Public 
Accountants 


The Delaware Society of Certified Public 
Accountants held its annual meeting June 
16th. The following officers were elected: 
Peter T. Wright, president; Will-A. Clader, 
vice-president; W. H. VanHekle, treasurer, 
and Clifford E. Iszard, secretary. Alfred 
H. Coe was elected a member of the 
executive committee. 


Indiana Association of Certified Public 
Accountants 


At the annual meeting of the Indiana 
Association of Certified Public Accountants 
held May 8th, at the Indianapolis Athletic 
club, the following officers were elected: 
F. H. Nelson, president; F. S. Willett, vice- 
president; A. R. Chapman, treasurer; S. S. 
Yeoman, recording secretary, and H. A. 
Roney, corresponding secretary. F. H. 
Nelson, F. S. Willett and A. R. Chapman 
were elected directors for a term of two 
years. QO.C. Herdrich was elected a direc- 
tor to succeed George B. Buist who had 
resigned. 

The business session occurred in the after- 
noon when the reports of committees were 
presented and plans were laid for the activ- 
ities of the association during the coming 
year. After the banquet in the evening 
addresses were delivered by Carl Wilde, 
Will A. Haugh and Evans Woollen. 
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Maryland Association of Certified 
Public Accountants 


At the annual meeting of the Maryland 
Association of Certified Public Accountants, 
held at the Southern hotel, Baltimore, June 
8th, the following officers were elected for 
the ensuing year: Charles C. Croggon, 
president; J. Wallace Bryan, vice-president ; 
Raymond E. North, secretary, and Julian 
A. Jenkle, treasurer. The following were 
elected trustees: Charles O. Hall, Alexander 
L. Tinsley, Elmer L. Hatter and John D. 
Brawner. The Maryland Association is 
planning an active year in the interests of 
the profession. 


Missouri Society of Certified Public 
Accountants 


The annual meeting of the Missouri 
Society of Certified Public Accountants was 
reve at the Coronado hotel, St. Louis, June 
11th. 

The following officers were elected for the 
ensuing year: president, William Mayors; 
first vice-president, J. J. Lang; second vice- 
president, E. M. Lynn; secretary, E. F. 
Herold; and treasurer, Edward Fraser. 

About fifty members of the state society 
and associate members of the St. Louis 
chapter gathered for luncheon at 1:00 P.M. 
The afternoon was devoted to a golf tourna- 
mentandaballgame. The annual banquet 
was held in the evening, with an attendance 
of about 85 members. 
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The Missouri Society of Certified Public 
Accountants stands in the nature of a 
parent society to the Kansas City chapter 
and the St. Louis chapter, the annual state 
meeting being held one year in Kansas City 
and the next in St. Louis. The two local 
chapters of the state society have their own 
officers and look after local accounting mat- 
ters, rather than state affairs. The by- 
laws of the local chapters provide for ad- 
mitting as auxiliary or associate members 
men who do not hold C. P. A. certificates or 
other qualifications for membership as full 
members, provided they are engaged in the 
profession of public accounting. This pro- 
vision gives the junior an opportunity of 
attending the local monthly meetings 
throughout the year, as well as any state 
society meetings. 


KANSAS CITY CHAPTER 


The Kansas City chapter of the Missouri 
Society of Certified Public Accountants 
elected the following officers at its annual 
meeting held in May: Eugene M. Lynn, 
president; R. S. Wyler, first vice-president; 
T. C. Hansen, second vice-president; F. S. 
Craig, treasurer, and W. E. Baird, secretary. 


ST. LOUIS CHAPTER 


The annual meeting of the St. Louis 
chapter of the Missouri Society of Certified 
Public Accountants was held at the North 
Hills country club on May 28th. A golf 
tournament was held in the afternoon in 
which a large number of the members partic- 
ipated. A dinner was given in the eve- 
ning, and was attended by sixty-five mem- 
bers. The entertainment was furnished by 
volunteers from the membership. 


The following officers were elected for the 
ensuing year: president, J. M. Neumayer; 
first vice-president, A. J. Saxer; second vice- 
president, A. C. Smith; treasurer, William 
Mayors, and secretary, Walter F. Scott. 

The monthly meetings of the chapter 
during the past year have been well at- 
tended, the average attendance being about 
fifty members. 


Oregon Society of Certified Public 
Accountants 


A joint meeting of the Oregon and 
Washington Societies of Certified Public 
Accountants and the British Columbia 
Chartered Accountants was held in Port- 
land, Oregon, June 26th. The guests were 
given a breakfast at the Benson hotel, and 
the rest of the morning was devoted to a 
trip to Mount Hood, about 50 miles from 
Portland. Luncheon was served at the 
home of A. J. Tourtellotte, president of the 
Oregon Society. A banquet was provided 
at the Benson hotel at 6:30. Judge John 
H. Stevenson addressed the meeting on the 
tendency toward over-legislation in Amer- 
ica. The speaker advocated simplicity of 
statutory regulation. Arthur Berridge also 
spoke at the banquet. The next annual 
meeting of the Oregon Society will be held 
in Vancouver in June, 1927. 


Wisconsin Society of Certified Public 
Accountants 


The regular quarterly meeting of the 
Wisconsin Society of Certified Public 
Accountants was held at the Lakeside 
hotel, Pewaukee lake, Wisconsin, June 22, 
1926. After the business meeting the rest 
of the day was devoted to golf, bathing and 
tennis. 


REVIEWS 


ARTHUR ANDERSEN—“ANALYZING NET 
WORTH IN THE FINANCIAL AND 
INDUSTRIAL INVESTIGATION.” 


Article published in Manufacturing In- 
dustries, March, 1926. 


Careful analysis of the net worth of a business, 
says the writer, will usually develop many facts 
bearing on the financial policies of the management. 
Such an analysis should include a study of conditions 
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producing given values of net worth and of the form 
of net worth. The analysis paints a picture of the 
manner in which assets have been created and liabili- 
ties incurred. It often determines the financial 
policy which has guided the management with regard 
to depreciation in relation to earnings, surplus in 
relation to capital stock, etc. 

Net worth is acquired from three sources: invest- 
ment by stockholders, retention of earned profits and 
capital profits. The first is the principal source. 
An investigation of the investment of the stock- 
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holders includes an examination of both the financial 
history and the capitalization of the company. 
Financial history is to be examined from the financial 
and operating aspects, showing the steps taken in the 
organization of the present corporation. The 
operating aspect deals with the business rather than 
the purely financial side of the question. The 
analysis should distinguish the beginning of the 
business itself from the inception of the present 
corporation which may be a consolidation of formerly 
independent companies. Consolidations may be 
formed to eliminate competition, to increase econ- 
omy in production or to enable management to 
operate more efficiently. It is sometimes necessary 
to examine the predecessor companies prior to the 
consolidation showing development of patents and 
the principal steps taken in establishing the products 
in which the company now deals. 

In making an analysis of original capitalization, if 
the corporation being investigated is comparatively 
young, the examiner should investigate the predeces- 
sor companies over a considerable period of years, 
especially when the managers of the present corpora- 
tion were involved in the operation of the predecessor 
companies. Analysis of capitalization should show 
original investment of the stockholders, additional 
investment by stockholders, the amount of stock 
dividends which have been paid and added to the 
capitalization and the extent of participation of the 
original organizers and present managers in the stock 
ownership. 

The original investment may be represented by 
stock issued for cash, for fixed property or other 
tangibles not cash or for goodwill. The writer 
mentions the details which should be considered in 
each of the three kinds of investment. Each kind 
should be segregated from the others. Special 
attention should be given to the amount of the total 
stock investment owned by the original organizers, 
which may be a gauge of their faith in the success of 
the enterprise. However, the financial ability of 
the organizers must be taken into consideration in 
this relation. 

Often a considerable portion of net worth is derived 
from the retention of earnings, and this necessitates 
a summarization of net profits by years from the 
date of organization to the date of the balance-sheet. 
After the history of earnings has been prepared their 
disposition is to be considered. It is desirable to 
have a summary of cash dividends set forth in a 
column parallel to the net earnings by years. Such 
a statement would indicate the conservatism or the 
contrary of the company’s policy. 

Another source of net worth is capital profits, 
which arise from transactions outside the regular 
business of the company, such as increase in the 
value of real estate. If such capital profit is realized 
it may be included in the earned surplus, but should 
be clearly separated from earnings arising from regu- 
lar operations. Some capital profits are merely con- 
structively realized. They represent the accretion 
in value of fixed assets by the law of unearned incre- 
ment. If not actually realized capital profits should 
be supported by accurate appraisal and should never 
properly be included in earned surplus, but should be 
shown as capital surplus. 

Stock dividends do not affect the total net worth 
of a company except in so far as their declaration 
may alter the market quotations of the company’s 
stock. Stock dividends are merely a means of 
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transferring capital and are a permanent investment 
of profits rather than a distribution. If stock divi- 
dends represent capital profits created by apprecia- 
tion of fixed assets, this fact should be clearly set 
forth in a review of the company’s net worth. 

The writer next discusses capital stock, differen- 
tiating between the different forms of stock. Pre- 
ferred stock is apparently more safe, being favored in 
the event of liquidation and in the payment of divi- 
dends. Common stock offers greater opportunity 
for large dividends and is usually held by executives 
of the company or by those who have great faith in 
its future. Bond holders have greater claims than 
stockholders in the event of default, since they may 
foreclose on the property. 

The writer brought his discussion to a close by 
mentioning advantages and disadvantages of differ- 
ent classes of stock to the investor and to the 
corporation. 


GEORGE ARMISTEAD—“THE WEALTH OF 
THE INDIES” 


An address before the school of business 
administration of the University of Texas, 
Austin, Texas, February 18, 1926. 


The speaker opened his address with the following 
quotation: 

“He who would bring home the wealth of the 
Indies, must carry the wealth of the Indies with 
him. So it is in travelling: if one would bring 
~ alae he must carry knowledge with 

im. 

Mr. Armistead showed the analogy between 
“‘traveling’’ and the departure of the students from 
the university into the world. 

He said that commerce and industry are the 
greatest of human pursuits and that nothing has 
ever rivaled them in importance. Commerce and 
industry are powerful influences in our everyday life 
and on them depend all other activities of men and 
governments. The business element is present in all 
great national movements. Once, under the rule of 
royalty, army and clergy, commerce depended upon 
the providence of government, but that condition 
has changed. The great discoveries of history are 
based on the desire for trade. With the growth of 
commerce have come the processes for measuring its 
values and in orderly fashion setting them down— 
the functions of the accountant. Also out of 
commerce have arisen foreign exchange, banking, 
commercial law, merchandising and credit, manufac- 
tures, insurance and transportation. These activi- 
ties are possible only under the direction of trained 
and qualified men. Commercial education in the 
past was obtained through rigid apprenticeship, but 
the depart ments of business administration in schools 
and colleges are supplanting this unfortunate and 
difficult system. 

Mr. Armistead then mentioned several of the 
general qualifications necessary for success in this 
huge commercial world. He admired the curriculum 
of the college and the opportunities it offered for 
instruction in so many important subjects. He 
mentioned commercial resources, business statistics, 
economics, psychology, and pure mathematics as 
some of the subjects important to business men 
which were generally unknown except by experts 
several years ago. Pure mathematics, according to 
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the speaker, is one of the most important basic 
studies. The speaker then mentioned the develop- 
ment of the art of bookkeeping, and the first published 
work on the subject by Luca Pacioli. He said that 
the elements contained in Pacioli’s book had not 
changed to this day and compared them with basic 
theorems in mathematics. 

Mr. Armistead then discussed the history of pro- 
fessional accountancy, mentioning the migration of 
British accountants to America toward the end of the 
nineteenth century. He also told of the origin of 
certified public accountant laws, first in New York 
state and then gradually throughout the country. 
He said that the accountant must not only be an 
expert in the technique of bookkeeping and accounts, 
but must be an analyist, a critic, and an economist, 
in order to interpret successfully the importance of 
figures and to apply the principles discovered to the 
operation of commercial enterprise. He warned his 
audience of the high-grade competition they would 
meet from men who had not had the advantages 
of university education, and cautioned students 
against overestimating their abilities. He indicated 
the difficulties existing in the profession of account- 
ancy and the great responsibility which an account- 
ant must bear. An accountant is an expert, and 
however difficult the problem, he will be expected to 
unravel it successfully. 

The speaker exhorted his audience not to neglect 
the cultural resources available to them, and showed 
the value and comfort to be derived from a knowl- 
edge of literature, history and the arts. Such 
knowledge is necessary for intellectual comradeship 
with educated men and women. 


WILLIAM B. CASTENHOLZ—“ COM MERCIAL 
COST ACCOUNTING” 


Article published in Manufacturers News, 
February 27, 1926. 


The writer mentions the prevailing tendency of 
producers to concentrate on standardizing labor 
performances in order to obtain a maximum output, 
and also upon the efficient control of raw materials 
to avoid waste. In the opinion of the writer, the 
maximum output from use of plant is equally im- 
portant, and is a question that is often neglected. 
Analysis of machine and plant utilization is an essen- 
tial of cost accounting. Efficiency in cost account- 
ing depends largely on cost-accounting personnel. 
Cost accountants should exert control over factory 
production and product distribution. Advantages 
derived from an effective cost system with regard to 
factory management and control may sometimes be 
dissipated through improper distribution or careless 
selling activities. 

It is more difficult to determine commercial costs 
than factory costs, because the human beings in- 
volved in the former present more intangible con- 
siderations than do factory costs. 

Annual profit-and-loss statements usually show 
net results quite accurately; but monthly profit-and- 


14 


loss statements are often meaningless after the gross 
profit is stated, because the group of expenses that 
follow bear no relation to the factors that have 
created the gross profit against which these expenses 
are presumably chargeable. Marketing costs might 
be charged in a month during which no shipments 
have taken place. A monthly profit-and-loss state- 
ment would include these expenses as cost of dis- 
tribution, when no distribution had occurred. 

Cost accountants should attempt to find a unit of 
commercial cost against products shipped, similar to 
the unit of production cost which has been widely 
used. The two important functions of a manu- 
facturer are to produce and distribute his commodi- 
ties effectively and economically. Application of 
cost-accounting principles to distribution costs is an 
increasing need, and until such principles prevail 
monthly profit-and-loss statements will continue to 
be inadequate, and commerical costs can not be 
properly controlled. 


HUGH G. HUMPHREYS—‘INCOME AND 
PROFIT-AND-LOSS ACCOUNTS” 


Address delivered at the sixth annual 
meeting of the American Petroleum In- 
stitute, Los Angeles, California, January 
19-21, 1926. 


The speaker said that the committee of the 
American Petroleum Institute which had _ been 
appointed to prepare a uniform classification of 
accounts for the petroleum industry had not yet 
had sufficient time to present a satisfactory classifi- 
cation including income and profit-and-loss accounts. 
A tentative standard balance-sheet had been pre- 
pared and presented for discussion and revision. 
The speaker announced his intention of discussing 
the income and profit-and-loss classification. 

He said that the adoption of standardized classi- 
fications of accounts by the oil industry would be of 
great aid in presenting essential facts to the public, 
producers, distributors, consumers and workers. 
Out of such a classification might evolve a joint- 
relations bureau to establish high standards, reduce 
duplication of effort, deal with the disclosure of 
undesirable tactics and serve as a clearing house for 
complaints. Such a classification would also assist 
intelligent resistance of excessive and duplicate 
taxes. 

The speaker then discussed various forms of pre- 
senting income figures: income and surplus account; 
general profit-and-loss account ; departmental profit- 
and-loss accounts; and departmental investment 
and income. He listed the special headings and 
items which should appear under each caption. 
Departmental profit-and-loss accounts were further 
subdivided into units, such as oil and gas properties, 
pipe lines, crude-oil storage, etc. 

The remainder of the address was devoted to 
presenting type forms for each of the statements 
under discussion. 
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HERE AND THERE 


Byrnes & Baker announce the removal of 
their Newark offices to the 18th floor of the 
Federal Trust building, Newark, New Jer- 
sey. 


Morris Goodman & Co. announce the 
admission to partnership of Harry Good- 
man, and the removal of the firm’s office to 
the Beacon Trust building, 31 Milk street, 
Boston. 


The firm of Hoenig & Hoenig, 219 E. 
Hanover street, Trenton, New Jersey, has 
been dissolved. Samuel Leopold will con- 
tinue in practice on his own account at the 
same address in Trenton. Morris J. Hoe- 
nig and Manuel Hoenig will continue to 
practise under the firm name of Hoenig & 
Hoenig at the Union building, 9 Clinton 
street, Newark, New Jersey. 


Wm. C. Kottemann & Co. announce the 
removal of their offices to suite 814-820 
Western Pacific building, 1031 South Broad- 
way, Los Angeles, California. 


Lybrand, Ross Bros. & Montgomery an- 
nounce the opening of offices in Portland, 
Oregon, and Spokane, Washington, on June 
15, 1926. 


Philip N. Miller & Co. announce the ad- 
mission to partnership, June 1, 1926, of 
William L. Keating and John J. McCue. 
The firm has recently opened an office at 800 
First National Bank building, Bridgeport, 
Connecticut. 


Pace & Pace, 30 Church street, New York, 
announce the admission to partnership of 
Ernest R. Wildbrett. 


Frank P. Stratford has opened an office in 
the National Bank of Forest City building, 
Forest City, North Carolina. 


Urban F. von Rosen, Cleveland, an- 
nounces the removal of his offices to 858 
Hanna building. 


Arthur Young & Co. announce the ad- 
mission of D. MacTavish as a partner in the 
Los Angeles office, 917 Hellman Bank 
building. 
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The following information is derived from 
reports sent by members and associates of 
the Institute on blanks distributed by the 
bureau of public affairs: 


William G. Adkins, Chicago, has been 
taking an active part in the ceremonies for 
the naturalization of aliens, held by the 
courts of Chicago. 


Arthur Andersen, Chicago, wrote an 
article on operating and _balance-sheet 
ratios in the financial and industrial investi- 
gation, which appeared in the June issue of 
Pulp and Paper Profits. 


George Armistead delivered an address on 
public finance at a dinner given by ac- 
countants of Houston in honor of the state 
board of accountancy, June 25th. 


Reynold E. Blight, Los Angeles, de- 
livered eleven addresses before high schools, 
colleges and various organizations during 
June. 


James L. Dohr, New York, addressed the 
biennial convention of Phi Chi Theta 
fraternity held in New York on June 19th. 
His subject was ‘‘ Women in business.” 


A. J. Eby, Harrisburg, Pennsylvania, 
addressed the graduating class of the tech- 
nical high school of that city, April 30th, on 
the young man and the profession—ac- 
counting. In the May number of The 
Balance-sheet is an article, written by Mr. 
Eby, on commercial teaching as a profes- 
sion. 


Howard F. Farrington, Watertown, New 
York, spoke on education at the grade 
schools commencement, June 22nd. Atthe 
Watertown high-school graduation exercises 
held on June 23rd, Mr. Farrington discussed 
“The cold world that is not so cold.” 


Hugh G. Humphreys, Tulsa, delivered an 
address at the commencement exercises of 
the Oxlahoma school of accountancy, on 
accountancy as a profession, June 21st. 


Joel Hunter addressed the life under- 
writers of Georgia, June 24th, on the value of 
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life insurance in absorbing estate shrinkages. 
Mr. Hunter made seven other addresses 
during April and May before clubs, univer- 
sities and colleges and over the radio. 


J. Hugh Jackson, Cambridge, is the 
author of an article on accountancy as a 
profession, which was published in the 
January number of the Accountancy and 
Commerce Journal. 


Frederick W. Kilduff, San Francisco, de- 
livered an address, ‘Capital facilities— 
accounting principles and methods,” at a 
meeting of the San Francisco chapter of the 
National Association of Cost Accountants, 
held April 23rd. 


Hiram T. Scovill, Urbana, Illinois, ad- 
dressed the Illinois Society of Certified 
Public Accountants on research accounting, 
at the meeting held on June 2nd. 


H. F. Seward, New Haven, discussed 
vocations and avocations at a meeting of 
the Rotary club of New Haven, held in 
June. 


F. A. Wright led a discussion of inven- 
tories, raw materials and work in process, 
at a meeting of the Kansas City chapter of 
the National Association of Cost Account- 
ants held on June 3rd. As retiring presi- 
dent, Mr. Wright presided at the annual 
meeting of the Missouri Society of Certified 
Public Accountants held in St. Louis on 
June 11th. 


Charles H. Langer, Chicago, spoke on the 
opportunities in accounting at the gradua- 
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tion exercises of the Dyke school of business, 
at Cleveland, June 11th. 


George O. May is the author of an article 
entitled ‘‘Rubber—an inquiry and the 
facts,’ which appears in the Alflantic 
Monthly for June. 


John C. McAlpine, Philadelphia, pre- 
pared for Baking Technology, a table of 
bakery costs and profits in 1925 and costs on 
percentage of sales. 


N. L. McLaren, San Francisco, delivered 
an address on ‘‘Securities and the corpora- 
tion income tax,”’ at the annual convention 
of the California bankers association, held at 
Del Monte, California, May 27th. 


Francis Oakey is conducting a depart- 
ment of municipal finance and accounting 
in The American City. The first article 
appears in the July issue. 


Charles H. Preston, Minneapolis, spoke 
on ‘‘Some interesting facts regarding bank 
operating costs” before the South Dakota 
bankers association convention held at 
Watertown, South Dakota, June 16th. 


Ernest Reckitt, Chicago, has been ap- 
pointed by Mayor Dever to serve on a spe- 
cial committee of Chicago men to protect 
the fireman’s pension fund and to solicit 
contributions. 


Theodore I. Schneider, New York, lec- 
tured on budgeting before students of New 
York university on April 21st. 


